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ABSTRACT 

An   inquiry    into    the    financial    condition   of    agriculture    found  the 
industry   generally   sound   and    conditions    improving,    although  the 
existence   of    possible    credit    problems    in   selected    instances    is  ac- 
knowledged.     This    report    examines    levels    of    debt    and   notes  the 
availability   of    loan    funds    to    farmers.      It   discusses    the   cash  flow 
squeeze   produced   by    steadily    increasing    production   costs   and  vary- 
ing  receipts;    farm   asset   values;    levels    of    investment    and  capital 
formation;    and   off-farm    income.      The    report    then    considers  condi- 
tions  on   several    key    types    of   grain   and   livestock  farms. 
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HIGHLIGHTS 


This  report  provides  background  and  an  update  on  current  and  pros 
pective    financial    conditions    in  agriculture. 


Background .      This    background    on    financial    conditions    in  agricul- 
ture  offers    a   brief    historical    perspective   and    then   discusses  evi 
dence    of    recent    credit   and   cash    flow  problems. 
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The    events    of    the   1972-74   period   affected   various    segments   of  the 
farm    sector    differently.      Crop    prices    soared,    led    by   wheat  and 
feed    crops,    and    so    did    the    cost    of    feed,    leading    to   hard    times  in 
the    livestock   sector   and    the    liquidation   phase   of    the   beef  cattle 
cycle  . 


Then    in    1975,  crop    receipts   began   to    ease,    and   by    1977    net  income 
from   farming   was    only   $2.3   billion   above   what    it   was    in  1972. 
But    the    level   of    debt   was    up    $43.6   billion.      The   need    to  service 
a   nearly    $20-billion   increase    in   nonreal    estate   debt   was  especial 
ly    pressing   on    income.      One    group    of    commodity   producers    after  an 
other   was    faced   with   adverse   cash    flow   conditions.      Some  farmers 
who   were   highly   leveraged    for   one    reason   or   another,    including  be 
ginning    farmers,    had   cash    flow   problems    serious   enough    to  affect 
their   credit  worthiness. 


In  March   1978,    a    survey   of    financial    institutions    in   12    States  in 
dicated    that    about    twice    the   normal   number   of    farmers   were  having 
credit    problems,    although    relatively    few    farmers   were    in  serious 
difficulty.      The    situation   had    been   and   was   being   helped    by   a  num 
ber   of   Government    programs,    including    emergency    loans,  increased 
Commodity   Credit    Corporation   loans,    and    distribution   of   wheat  de- 
ficiency  payments    followed    by   a    number   of    commodity   program  ad- 
justments.     Also,    a    number    of    farmers   were   using    increased  real 
estate    equities   as    security    for    refinancing    short-term  debt. 


Update .  Gross  farm  income  for  19 
13  percent  from  1977,  according  t 
Net  income  before  inventory  adjus 
$26    billion,    up   about  one-quarter 


78  will  approach  $120  billion,  u 
o  an  early  summer  USDA  forecast, 
tment   was    forecast    to  approach 


The    improved    financial    conditions   of    dairy    farmers,    thanks  to 
higher    support    prices,    should   be    sustained    through    1978    and  be- 
yond.     Prices    for    livestock   and    livestock   products   are  stronger 


iv 


than    had    been   expected    and    continued    basic    strength    is  likelyt 

Recent   actions    involving    feed    grain,    cotton,    and   wheat  program 

provisions  should  improve  cash  flow  positions  for  crop  producers 
barring    further    severe   weather  disruptions. 


Examination   of    year-to-year    comparative    budgets    for    selected  typi- 
cal   farms   emphasizing   grain   and   cotton   production   revealed  that 
recent    financial    conditions   have   been   relatively  good,  and  should 
remain   so    on   combination    rice    and   other    crop    farms    in   Arkansas  and 
California    and   on   east    central    Illinois    corn-soybean    farms.  Good 
conditions    that    had   prevailed    in   1975    on   Montana  wheat-fallow 
farms   had   deteriorated   by    1977    to    about   half    the    receipts   of  1975, 
but    significant    improvement    is   projected    for    1978.      Financial  con- 
ditions  were   not    good    throughout    the    1975-77    period    for  southwest 
Oklahoma   cotton,    wheat,    and   beef  farms;    Texas   High   Plains  cotton 
and   sorghum    farms;    and   Mississippi   Delta   cotton   farms.      The  cash 
flow   positions    of    these    farms    should    improve    considerably    in  1978, 
but    returns    to    equity   will   probably   remain  low. 
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FARM   FINANCIAL  CONDITIONS: 
PERSPECTIVES    AND  PROSPECTS, 
AUGUST  1978 


INTRODUCTION 

By    late    19  7  7    and   early   19  78  ,    reduced    farm    income   and   hij^h  levels 
of    debt    combined    to   cause   some   farmers   and   policymakers   to  ex- 
press  concern  over    the   financial   health  of    the   farm   sector.  Some 
farmers    indicated   having   difficulty   in  obtaining   loan   funds  for 
continued   operation.      Others  were   concerned   over   their   ability  to 
repay   loans    from   reduced    cash   flow.      Net    farm   income   had  declined 
significantly   since   1973,    while   both   farm  assets   and   debts  had 
risen   sharply.      In  March   1978,    survey  results   showed    that  more 
farmers    than  normal    in   some   States   had   credit   problems.  Condi- 
tions  have    since  improved. 

This   report   provides   a  midyear   update  on   financial   conditions  in 
agriculture.      First,    background   for    this   update   is  discussed. 
Then   conditions    in   agriculture   are   examined,    focusing  on  selected 
industry   characteristics   as   indicators   of   current   and  prospective 
financial  health. 


BACKGROUND 

This   background   on   financial   conditions    in   agriculture   covers  a 
decade   of   historical   perspective,    direct   evidence   of    the  existence 
of    credit   and    cash    flow  problems    in   the    past,    and  recent 
events   and    actions    that   bear   on   reported    financial   problems    in  ag- 
ricul tur e . 


Historical  Perspective 

Credit   problems   are   usually    thought    to   be    symptoms   of   current  or 
anticipated   cash   flow  difficulties,    or   low  asset   equities    for  loan 
security   purposes,    or   both.      A   look   at    the   historical  relation- 
ships  among    debt,    income,    and   asset   values    can   help    in  assessing 
current   and   prospective    financial   health   of    an  industry. 


In    the    1968-71    period,    compared   with   what   was    to    follow,  finance- 
related    conditions    in   agriculture   appeared    stable.      The  industry 
was    operating   at   rates   obviously   below   full    capacity.  Although 
levels   of   asset   values,    debt,    income,    and    expenses   were  trending 
upward,    their    relationships    to    each   other   were    relatively  stable 
(table   1).      The    totals    for   all    livestock   and    all    crop  receipts 
were   advancing   at    about    the    same    rate,    and    livestock   receipts  were 
running   58-59    percent   of    total    receipts    through  1972. 


To    look   at    aggregate    statistics,    one   might    think   of    the  period 
1972-74    as    a    financially    rewarding    time    for    farmers.      The   value  of 
farm   assets    increased    by  more    than   $150  billion,  while   debts  rose 
by   about    $20   billion;    gross    income    increased   by   nearly   $40  billion, 
while   production   expenses    rose   about    $25   billion;    and    the   net  in- 
come  of    farmers    from   all    sources    rose   by   $22   billion.      From  the 
standpoint    of   net    income,    most   of    the   advances   were    registered  in 
1972    and   1973.      By  1974,  production   expenses   had    shot   up,  earlier 
income    gains   were   being   capitalized    into    asset   values,    and  capital 
expenditures   were   abnormally   high    for    the    second    consecutive  year. 

But   events    of    the    1972-74    period    impacted   differently   on  various 
segments    of    the    farm    sector.      Crop   prices    soared,    led   by  wheat 
and    feed   crops.      Receipts    from   crops    rose    to   over    half    of  farm 
receipts    (table    2) .      Among   other    things,    this    translated    into  ex- 
traordinarily  high    feed    costs.      In   1974,    receipts    from  marketings 
of    cattle   and    calves   were   below   those    for    1972    (table  3),  while 
feed    costs   were   up   by    73   percent    (table   4) .      This   period   was  the 
beginning   of   hard    times    in    the    livestock   sector   and    the  liquida- 
tion  phase   of    the   beef   cattle  cycle. 


In  1975,  crop  receipts  began  to  ea 
lower  prices,  but  production  expe 
poultry  farmers  were  able  to  adju 
livestock  farmers.  Dairy  farmers 
eventually  gaining  increased  pric 
ly,  beef  cattle  ranches  and  feedl 
prices,    and  marketings    of  nonfed 


se   because    of    larger    supplies  and 
nses    continued    to    rise.      Hog  and 
st   more    quickly    than  were  other 

weathered    the   higher  costs, 
e    support    levels.      Until  recent- 
ots    continued    to    feel   pressure  on 
cattle   were  heavy. 


By   1977,    a    year   of    considerable   damage    from   drought,    net  income 
from    farming  was    $2.3    billion   above    1972,    and    the    level    of  debt 
was    up    $43.6   billion.      Especially   pressing   on    income   was    the  near- 
ly  $20-billion    increase    in   nonreal    estate    debt    (table  1). 


The   historical    stage  was   set.      It   was   apparent    that    large   new  cap- 
ital  expenditures   would    add    to   debt.      Net    income   underwent   a  sharp 
drop   while   production   expenses   and   debt    rose    significantly.  One 
group   of    commodity   producers   after   another   was    faced   with  adverse 
cash    flow   cond i t ions--and    then   came    the   drought.      Certain    types  of 
farmers,    farmers    in   selected    geographic   areas,    and    farmers    who  were 
highly    leveraged    for    one    reason   or    another,    including  beginning 
farmers,    had   cash   flow   problems   serious   enough   to   affect  their 
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credit  worthiness.       Evidence    of    credit    problems    and    improvements  in 
conditions    and   prospects   will    be   discussed    in    the    following  sec- 
tions . 


Evidence    of    Credit  Problems 


A  March   1978    survey   of   banks    and   Production   Credit  Associations 
(PCA's)    in   12    States   by    the   USDA's   Economics,    Statistics,  and 
Cooperatives    Service    (ESCS)    found    that   about    twice    the    normal  num- 
ber   of    farmers    (normal   was    indicated    to    be   1-2   percent)    could  not 
get    loan    funds    from    commercial    sources    this    year,    although  the 
number   was    still    small.    _!/      Also,    about    twice    the   normal   number  of 
farmers   were   borrowed    to    their    limit    and    ineligible    for  further 
nonreal    estate    loans.      Many    farmers    had   avoided    delinquency   by  re- 
financing  debts,    often   securing    their   debts   with   real  estate. 


Nearly   half    the   PCA's    said    their    farm    loan   portfolios   had  deterio- 
rated   in   quality   over    the   past    year,    but    three- four ths    of  commer- 
cial  bankers    said    the    quality   of    their    farm    loan   portfolios  were 
as    good    as   or    better    than   a   year   ago.      More    than   85    percent    of  the 
bankers    said    the   quality   of    their   farm   loan   portfolios   were  as 
good   as    or   better    than   their   nonfarm  portfolios. 


In    the    surveyed    States,    there   were    large    increases    in  emergency 
loans    by    the    Farmers   Home   Administration    (FmHA)    and    the  Small 
Business   Administration    (SBA).      Four    percent    of    the    farmers  in 
these    States    had    emergency   loans    from    these   agencies.      Nonreal  es- 
tate  debt    from   FmHA   rose   by   87    percent    during  1977. 


One    report    noted    improvement    in    the    financial   position   and  pros- 
pects   for    agricultural   banks    and    farm   borrowers,    but    said  they 
will    remain   unusually   vulnerable    to    any   new   financial    setbacks.  2_/ 


Government   Programs    and   Higher    Prices    Improve  Conditions 

In   1977,    FmHA   emergency    farm    loans   became    important    in  States 
where    drought    had    resulted    in   production    losses.      FmHA   loans  rose 
$1.6    billion    in   1977,    largely   reflecting    the    rise    in  emergency 
loans    in    the    year.      The   number   of    farmers   with   FmHA  emergency 
loans    increased    by   about    18,000,    rising    to    57,000   by    the    end   of  the 
year.      In    the    first    quarter    of    1978,    FmHA   emergency    loans  in- 
creased  by   more    than   $1    billion   and    15,000   new   borrowers  were 
added.      About    half    the   dollar   volume   of    the    loans   made    in    1  9  7  7 --  7  8 


_1/    U.S.    Department    of   Agriculture,    Economics,    Statistics,  and 
Cooperatives    Service,    Farmer    Credit    Survey,    March   1978,  ESCS-17, 
May  1978. 

2/    Melichar,    Emanuel,    Agricultural   Finance    Commentary,  Anril 
1978,    Division   of    Research   and   Statistics,    Board    of    Governors  of 
the   Federal    Reserve    System,    Washington,    D.C.,    p.  8. 
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was    for  production   losses   and   half    for  more   basic    investments  or 
debt    restructuring.      A   large   number   of   SBA   loans--about    9,000  of 
the   national    total    of    15,000--were   made    in    2    of    the   12  States, 
Georgia   and    Iowa.      An   estimated    41,000    farmers    in    the    12  States 
had    emergency    loans   outstanding    (FmHA   or   SBA)    in   early   March  1978. 
Farmers   with   emergency    loans    in    the    States    varied    from    1    to  15 
percent . 


There   was   a    fourfold    increase    in   Commodity   Credit  Corporation 
(CCC)    loans    from   January    1,    1977    to   January   1,    1978.  l-Jithout 
these    funds,    commercial    lenders   might   have    been   harder   pressed  to 
meet    farmers'    loan   requests   and   farm   credit    problems   might  have 
become   more    severe    than    they  were. 


As  was  noted  previously,  many  fa 
rising  asset  equity  positions,  e 
finance  nonreal  estate  debts,  th 
debt    repayment  pressures. 


rmers   were   able    to    use   high  and 
specially    in   real   estate,    to  re- 
us  helping    to    reduce  short-term 


About    $750   million   of    Government   wheat   deficiency   payments  were 
made    to    wheat   producing   areas    late    in   1977    and   about    $400  million 
more   were    distributed    early    in  1978. 

A   number   of    other    factors    further   bolster    the   view   that    cash  flow 
positions    and   prospects    in   agriculture   are    sharply    improved.      As  a 
result   of   higher   support   prices,    the    improved    financial  conditions 
of   dairy    farmers    should   be    sustained    through   1978   and  beyond. 
Prices    for    livestock   and   livestock   products    are   even   stronger  than 
had  been   expected,    and   the   prospects    for    the   remainder   of    1973  are 
for    continued   strength.      The   grain   reserve   program,    recent  changes 
in   feed   grain  and   cotton   diversion  provisions,    and    the   recent  in- 
crease   in  wheat    target   price    should    improve    cash    flow  positions 
for   producers   of    these    crops,    barring    further    severe   weather  dis- 
ruptions . 

Domestic    and   foreign   market    demands    for   U.S.    agricultural  products 
are   becoming    stronger.      By   early    summer,    realized   gross    farm  in- 
come   for   1978    is    forecast    to    approach   $120   billion,    up    13  percent 
from   1977.      Net    income   before    inventory   adjustment    is    forecast  to 
approach   $26   billion,    up   about   one-quarter.      As   a   reflection  of 
the    improved   financial   prospects    for    the   sector,    farm  equipment 
sales    are   reported    to   have    increased  recently. 


AGGREGATE    INDICATORS    OF   FINANCIAL  CONDITIONS 


Credit   problems   are   usually   closely   related    to   adverse    cash  flow 
conditions.      A    cash    flow  problem   exists   when   receipts   are   low  rel- 
ative   to    claims    against    them.      The    claims   against   net    farm  re- 
ceipts   include    family   living   expenses,    debt   principal  repayment, 
and  net   new   investment.      This   section  will   address    the   cash  flow 
situation   and   prospects    in   terms   of   debts    and   assets,    income  and 
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expenses,  capital  expenditures,  and  size  of  farm  as  indicated  by 
value   of    sales    class  averages. 


Debts    and  Assets 


Debts,    assets,    and   equity    in   assets    on   January   1,    1978    all  were 
roughly    2-1/2    times    their   values    on   January    1,    1968.      The  relative 
magnitude   of    debt    stayed    at    16-17    percent   of    all   assets   and  18-20 
percent   of    equity   in   assets    throughout    the    time   period    (table    1) . 
From   1968    through   1973,    total    assets   and    total   debts    increased  in 
value   by    37    and   38   percent,    respectively.      From   1973    through  Janu- 
ary  1,    1976,    the   value   of   total   assets    increased   by   47  percent 
and    the   value   of    equity    in   assets   by   49    percent.      Since   January  1, 
1976,    the   value   of    total    assets    has    risen  by    22    percent   while  debt 
has    increased   by    33    percent.      Despite    the   rapid   relative  increase 
in   debt   over    the    last    2    years,    the   level   of    debt   does   not,    in  gen- 
eral,   appear   high    in   relation    to   asset  values. 


By   January   1,    1976,    real    estate   debt   had    increased    104  percent 
since   1968,    and   nonreal   estate   debt   had   increased   about    78  percent 
(table   1).      Since   January   1,    1976,    real    estate   debt   has  increased 
about    26    percent   while   nonreal    estate    debt   has    increased   by  40 
percent.      Shorter   amortization   periods    and   higher   principal  pay- 
ments  are   usually   associated   with   nonreal    estate    debt.      Thus,  debt 
repayment    claims   against   net    income   may   be   higher    than   they  would 
be    if    total   debt    composition   had   not    changed    in    the   past  2-1/2 
years  . 


Returns    to   equity   in   farm  production  assets   were    3.1    to    3.6  per- 
cent   from   1968   through   1971.    3^/      They   rose    to   5.1   percent    in  1971, 
and    rose    again    to    10.3   percent    in    1973.      Then   a   declining  trend 
appeared.      Returns    to    equity   in   production   assets   were    5.6,  4.5, 
and    2.6    percent    in   1974,    1975,    and  1976,    respectively.  Preliminary 
estimates    for    1977    put    the    rate   of    return   at    2.3   percent,    the  low- 
est  rate    in    the    last    couple   of   decades,    caused   mainly   by  lower 
farm    income   and   rising   real    estate  taxes. 


Income    and  Expenses 

Gross    farm    income    and   production   expenses   were    increasing  at 
generally   similar    rates    from    1968   until    1973.      In   1973,    gross  farm 
income    suddenly    took   a    36-percent   jump   while   production  expenses 
rose    26    percent.      This   was    followed   by   another    4-percent  increase 
in   gross    income   and   a    10-percent    increase    in   production  expenses 
in   1974.      In   1977,    gross    farm    income   and    production    expenses  were 
up    8   and   22    percent,    respectively,    compared   with   1974,  illustrat- 

3^/    U.S.    Department    of   Agriculture,    Economics,    Statistics,  and 
Cooperatives    Service,    Balance    Sheet   of    the    Farming    Sector,  1978, 
AIB-416,    p.  11. 
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ing    the    tightening   cash    flow   squeeze    faced   by    farmers  generally. 
But    the   general    situation   has   brightened    since    1977.      The  project- 
ed   levels    for   1978   of   gross    farm    income   and   production  expenses 
are    above    the    1977    levels   by   10   and    6   percent,  respectively. 


Net    farm    income   before    inventory   adjustment    is    the   difference  be- 
tween  gross    farm    income   and   production   expenses.      In    this  discus- 
sion,   this   measure   of   net    income    is    the   amount    available    to  meet 
living   expenses,    debt    principal   repayment,    and   net   new  investment. 
Net    farm    income   has    been   subject    to    large    changes   up   and  down 
since   1971    (table   1).      It    rose    35   percent    in   1972,    68   percent  in 
1973,    and    is    forecast    to    rise   about    one-quarter    in   1978.      It  fell 
7   percent    in   1974    and   another    25    percent    in    1975.      If    all   net  farm 
income    could   be   committed    to    debt    principal    repayment,    all  out- 
standing   farm    debt   would   be    liquidated    in   2.2,    5.1,    and    4.7  years 
at    1973,    1977,    and   projected    1978    income    levels,  respectively. 


Off-farm    income   of    farm   operator    families   has    risen  persistently 
from    1968    to    the    present,    at    rates   nearly   parallel    to    those  for 
increases    in   debt   and   asset   values    (table    1)  .      Except    for    197  3  and 
1974,    off-farm   income   has   exceeded    net    farm    income    (before  inven- 
tory  adjustment)    in   every   year    since    1968.     Thus,  such    income  is 
important    to    those    families    receiving   it   and   to    the   cash   flow  pic- 
ture   for    agriculture.      The    relative   year-to-year    stability    in  off- 
farm    income   softens    sudden   downward   changes    in   net    farm   income  for 
those   families   who    receive    it.      Even   though  aggregate   farm  debts 
have    risen    sharply   in    the   last   year   or    two,    increases    in   net  in- 
come   from    all    sources   have   nearly   kept    pace.      And    the    level   of  all 
farm   debt    is    less    than    twice   net    income    from   all  sources. 


Increases  in  the  value  of  asset  e 
farm  income  (before  inventory  adj 
And  in  half  the  years  since  then, 
net    income    from   all  sources. 


quity   have   been   greater    than  net 
ustment)    every   year    since  1972. 
asset   equity   gains   have  exceeded 


Capital  Formation 

Both   gross    farm    capital    expenditures   and    the   value   of    farm  capital 
consumption    rose   persistently    from    1968    to    1977,    with   extra  large 
increases    in    farm    capital    expenditures    in   1973   and    1974  reflected 
in   sharply   increased   depreciation   since    that    time    (table    5) . 
There   have   been   net   additions    to    capital    stocks    each   year  since 
1968,    with   a    large   bulge    in   1973    and   1974.      The   net    additions  were 
small    in   1976    and    1977,    amounting    to    1.1    and   0.7   percent    of  gross 
capital    expenditures,    respectively.      If    some   parts   of  agriculture 
are    financially   distressed    and   not    reinvesting    in   plant    and  equip- 
ment,   others   appear    to   have   been   able   and  willing   to   reinvest   at  a 
pace    sufficient    to    provide  offsets. 
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Table   5--Gross   and   net   farm   capital   formation,  1968-77 


Year 

Gross 
capital 
expenditures 

Fa  rm 
capital 
CO  nsump  t  ion 

Farm  net 
capital 
inves  tment 

•Net  investment 
as   a  proportion 
of   gross  capital 
expend  itures 

  Million  dollars   

Percent 

1968 

(\    A  Q  A 

D  ,  D  7  D 

A   9  n  n 
0  ,  z  u  u 

A  Q  A 

7  .  4 

1969 

A     ft  A 
U  J  O  D  _? 

A     ^  7  A 

9  Q  1 

4  .  2 

1970 

7    9  ft 

/  J  Z,  O  _J 

A   7  A  n 

7  .  2 

1971 

7,  357 

7  ,350 

1 

0  .  1 

1972 

8,  045 

7  ,  887 

158 

2  .  0 

19  73 

10, 709 

8,945 

1,764 

16.5 

19  74 

12,590 

10,563 

2,027 

16.1 

1975 

13,337 

12  ,  586 

751 

5  .  6 

19  76  : 

14  ,  155 

14 , 002 

153 

1 .  1 

19  7  7  : 

15 , 365 

15,248 

117 

0.  7 

Size   of  Farm 

Farm    assets,    debts,    and   equity   are   not    evenly    distributed  among 
farms   or   groups   of   farms.      In   terms   of   dollar   volume,  financial 
activity   is   heavily   concentrated   among    those   farms    falling  into 
the   highest    sales   classes.      In   1977,    31   percent   of    the   farms  had 
sales   of   $20,000   or   over.      However,    those   farms   had   half    the  total 
assets   according    to   value,    ov/ed   four-fifths   of   the   farm   debt,  and 
accounted    for    two-thirds   of    the   equity    (table   6) .      Almost   half  the 
total   farm  debt   was    accounted    for   by   6   percent   of    farms   with  sales 
of   $100,000   and   over.      Such   farms   had    31   percent   of    the   assets  and 
28   percent   of    the   equity   in  assets.      In   1976,    this   6   percent  of 
farms   accounted   for   60   percent   of   cash  receipts   from  farming. 

The   debt   and   asset   data    for    the  Nation   as   a  whole,    and   for  the 
various    sizes   of    farms   as   grouped   by  value   of   sales   classes,  de- 
pict  what   appears    to   be   a   healthy   farm   financial   position.  How- 
ever,   there   are   financially   unhealthy   individual   farm  businesses. 
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New   or   recently   expanded   businesses,    as   well    as    farms   with  enter- 
prises   that    have    suffered    from   low   incomes    for    a   number   of  years 
(such   as    beef    production),    could   be    in   a  much   less    favorable  fi- 
nancial position. 


In   19  68.,    farms   with   $100,000    or  more    sales    received    about    12  per- 
cent   of    the   net   returns    to    the    farm   production   sector.      By  1974, 
the    share    received   by   such    farms   had    increased    to   about    45  per- 
cent.     Net    income   per    farm    for    this    class    rose    from   $32,200  in 
1968    to    $83,800    in   1973.      By   1977,    net    income   per    farm    in  this 
class   had    declined    to    $38,310   (table    7),  6  5   percent   of    that  for 
1968    in   real    terms.    k_l      Per    farm   returns    for   all   other    size  groups 
combined   changed    less    sharply   over    the    1968-77    period    as    farm  op- 
erators   shared   unequally    in    the    increased    returns    in   19  73  and 
1974    and    in    the    declines    occurring    since    then.      Their    sales  in- 
volved   smaller    physical   volumes   of   commodities,    and   nonmoney  in- 
come   items    constituted   higher   proportions   of    their   net    farm  in- 
comes.     By   1977,    off-farm    income    received    by    families  operating 
the   largest    size   class   of    farms   was,    on    the    average,    about  one- 
fourth   of   realized   net    farm  income. 


CONDITIONS   VARY    BY   TYPE    OF  FARM 


Net    farm    income    increased   by   161   percent   between   1968    and  1973. 
However,    because    of   declining    commodity   prices,    increasing  prices 
for    inputs,    and    increasing    quantities   of    inputs   used,    net    farm  in- 
come   for    1977   was    only    62   percent   above    the    1968    level    in  current 
prices.      In   constant  dollars,  it   was   only    95    percent    of  1968. 

discussed,    it   was    observed    that   much   of    the  Nation^s 
finance   activity    is    concentrated   on   larger  farms; 
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The   debt,    asset,    and    income   data    for    the   Nation   as    a   whole  depict 
an    industry   with    good   basic    financial   health   going    into    a    time  of 
improving    financial    conditions.      This    inquiry  will   now   turn  to 
conditions    for    types   of   farms   specializing    in   particular  major 
commodities    and   commodity   groups.      Discussion  will    first    focus  on 
indicators   of    financial    situation   and   prospects    for    livestock  pro- 
ducers,   then   for   producers   of    selected   major   crops.      Finally,  bud- 
getary  analyses   of   selected    typical   farms,    primarily   crop  farms, 
will    be  presented. 


k_l  Part  of  the  apparent  shift  in  receipts  and  income  is  due  to 
the  inclusion  of  more  farms  in  the  upper  size  classes  because  of 
inflation. 
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Improvements   for   Livestock  and   Livestock  Products 


Producers   of   livestock   and  livestock  pro-ducts   generally  were  hit 
hard   by   increases   in  costs,    especially   feed,    in  1973   and  1974. 
Varying   lengths   of   adjustment   time  were   required   for   recovery  by 
different   commodity   producers.      This    section   contains   updates  of 
financial   conditions   and   prospects    for   beef   cattle,    hog,  and 
dairy  producers. 


Beef  Cattle 

The   rapid  growth   in   cattle   feeding  before   1973   occurred  because 
substantial   profits   existed    in   the   industry    (fig.l).      From  1968 
through  most   of   1973,    prices   received   for    fed   cattle   increased  in 
comparison   to   cattle   feeding   costs   and    the   favorable   prices  en- 
couraged  rapid   expansion   in   feedlot   production.      In   1973,  feeding 
costs   increased   sharply.      And   during  most   of    the   1973-77  period, 
such   costs   have   generally   been  high  relative    to   prices  received 
for    fed   cattle    (fig.    2)  .      Heavy   losses    in   feedlot   operations   and  a 
general   curtailment   in  numbers   of   livestock  on   feed   occurred  dur- 
ing  this   period.      From   1973   until   late   1977,    profits   occurred  in 
only   three   quarters.      Although  production   costs   for  livestock 
products   remain  high   and   are   rising,    financial   conditions   of  feed- 
lots   began   to    improve   in   late   1977.      Projected    fed   cattle  prices 
and  production   costs   for    the   remainder   of   1978   now   indicate  con- 
tinued  strength   for   1978  as   a  whole,  although   current    increases  in 
feed   grain  prices   could   lead    to   lower   profits   or   losses    late  in 
the   year  . 

Because   of    the   heavy   losses    in   cattle   feeding   since   1973,  accumu- 
lated   returns    fell   below   the  minimum   equity   required    to  support 
outstanding   d eb t , il lu s t r a t ing   the   generally  poor   economic  condi- 
tion  of    the   industry.    b_l     Now  with   good  prospects    for   cattle  feed- 
ing,   "outside   capital"   may   again  be   available   as    it   was    to  provide 
the   equity   reserves    for  expansion. 

During   1968-73,    prices   received   by   cattle   ranchers   were  very  fa- 
vorable  relative   to   production   costs.      But   these   favorable  prices 
contributed    to   a   record   buildup    in   cattle   numbers   and   lower  cattle 
prices.      In   1973,    rapidly   increasing   costs   of   feed    grain  occurred 
concurrent   with  a   drop    in   fed   cattle   prices,    reducing    the  demand 
for   calves.      A   sharp   drop    in   feeder   cattle   prices   followed,  start- 
ing  the   liquidation  phase   of    the   cattle   cycle.      This  liquidation 
of   herds   added    to    the   oversupply   of   beef   and    the   further  reduction 
in  prices. 


b_l   A  proxy   for    the   capital   created    in   cattle   feeding   over  the 
period   1970-78    is   shown   in   fig.    2.      "Equity   created"    is  arbitrari 
ly   defined   as   accumulated   profits    from   cattle   feeding   since  1970, 
minus   a   capital   withdrawal   equal    to   25   percent   of   any  profits 
which   occurred   during    that  period. 
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Returns    to    equity    capital   on   cattle   ranches    have  historically 
been   relatively   low,    especially   on   smaller    farms    (table    8).  6/ 
However,    net   returns    from   ranching   have    tended    to   vary  cyclic"ally 
in   line   with   cattle   production   and   price    cycles.      Returns  rose 
strongly   during   1968-73,    but   fell   sharply   after   1973   because  of 
declining    calf    prices    and   rising    feed    costs.      Although   debt  in 
relation    to    equity    tends    to   be   higher    for    larger   ranches,  the 
debt-to-equity   ratio    has   been   relatively    low  and   stable  since 
1968.      Rising    land    values   have    contributed    to    the    solvency    in  the 
Indus  try . 

Earnings   of    cattle   raisers    improved    some    in    1977   and    have  contin- 
ued   to    improve   further    in   the   first   half   of    1978.      Higher  prices 
for    fed    cattle   during    the    first    quarter   of    1978    increased    the  de- 
mand  for    feeder    cattle.      Calf   prices   are   up    significantly  and 
cattle    raisers    have    started    to    stabilize    their    herds.  This 
should   reduce   beef    slaughter    in   the    shortrun   and    further  strength- 
en  cattle   prices.      However,    several   good   years    are   needed    to  mate- 
rially  improve    the    financial   condition   of    feeder    livestock  produc- 
ers.     The   loan   repayment    difficulties   of   cattle   raisers   are  ex- 
pected   to    ease,    but    substantial   refinancing    can   be    expected   as  the 
buildup    phase   of    the   cattle   cycle   gets  underway. 


Hogs 

With   the   exception   of   poor   years    in   1971   and    1974,    hog  producers 
appear    to    have   maintained   a    favorable    financial   position  during 
most    of    the    1968-77    period.  Although   producers    faced    the  same 

increases    in    feed   and   other   production   costs    as    the   cattle  indus- 
try,   prices    received   by   pork  producers   maintained    a  more  favorable 
relationship    to   prices   paid    (fig.  3). 

The   economic    situation   in   1978    is   expected    to   be    favorable   and  hog 
producers   appear    to   be   in   relatively   good   financial   condition.  A 
slight   increase   in  pork  production   is   now  expected    in  1978. 
Prices    should   average  well   above   those   of   last   year,    and   no  major 
financial   problems   are  evident. 


Da  ir  y 

Most   dairy   farmers   had   quite    favorable   returns   during    the  5-year 
period,    1968-72    (table    9).      Skyrocketing    feed    costs    caused   a  prof- 
it   squeeze    in   1973,    although  milk   prices   were   rising    (fig.  4). 


6^/   These   estimates   reflect    general    indications    of    financial  con- 
ditions   and   do    not    indicate   distributions   of    financial  conditions 
among   farms   within    farm   size    categories.      The   structure   of  debt 
and   net    returns    for   any   farm  within   each   size    class    is   not  known 
currently   and   could   be    substantially   below   or    above    the  average 
estimates  shown. 
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The   problem   continued    through   1974    and   1975.      Many   dairy  farmers 
experienced   negative   returns    to    their    labor   and   management  during 
this    time.      Financial    conditions    improved    some    in   1976   and  returns 
were    sharply   higher    in  1977. 

The   Food   and  Agriculture   Act    of   1977   requires    a   milk   price  support 
level   of   not    less    than    80   percent    of   parity    through   March  1979 
(then   the   minimum    support    level    reverts    to   not    less    than    75  per- 
cent   of   parity) .      The   Act   also    requires    that    the    support    level  be 
adjusted    semiannually    through  March    31,    1981    to    reflect    changes  in 
the   parity   index.      As   a   result   of    the   higher   support   prices,  the 
financial    conditions   of   dairy    farmers    should    improve    in   1978  and 
beyond . 


Grain  Producers'    Situations   and  Prospects 

On   grain   farms,    particularly  wheat   farms,    value   of   production  and 
cash   receipts    rose   sharply   from   1971   to   1974.      In   1975,  wheat 
prices    slipped,    but   with   expanded   acres,    total    receipts  increased. 
\^Jhen   prices   declined    further   in   1976,    the   still   larger   acreage  was 
not    sufficient    to   hold   total   value   of   production  at    the   1975  lev- 
el.     Prices   declined  again   in   1977   and   earnings    fell  sharply. 
Calculated   as   a   return   to   land,    earnings   fell   from   $47.65   per  acre 
in   1974    to  minus   $6.81   at   1977  market   prices    (table   10).  Thus, 
while    earnings    in   1974    could   have   amortized   a   debt    of   $468  per 
acre   at    9-percent  interest   over   a   25-year   period,    returns    in  1977 
were   insufficient    to   pay   labor   and  management    their  opportunity 
costs.      Debt    repayments   had    to   be  made   out   of    labor    and  management 
returns    or    from   other   resources    (table    11) .      However,  including 
deficiency   payments    to   wheat   producers,    land    returns   were  about 
$13   per   acre,    leaving   some   debt   repayment   capacity   and  bringing 
earningsabovethel9761evel. 

For   corn   producers,    land   earnings    reached    $99   per   acre    in  1974, 
enough   to   cover   a   debt   of   $973   per   acre    at    9-percent  interest 
over   25   years.      Land   earnings   per   acre   declined   from   1974  through 
1977.      By   1977,    the    $36.43   net    earnings   would    support    a   debt  of 
only   $358   per   acre.      With   corn   land  having   an   average   value  of 
$1,285   per   acre,    the   operator   with  a   debt-to-value   ratio   of  great- 
er  than   28   percent   was    in   a   very   tight   position  with   respect  to 
loan    repayment.      Soybean   producers    fared  much    better    than  produc- 
ers   of    corn   or  wheat. 

Returns  to  equity  on  cash  grain  farms  were  substantially  lower  in 
1977,  especially  for  the  smaller  operations,  although  debt-to-eq- 
uity ratios  remained  relatively  constant,  primarily  due  to  rising 
land  values  (table  12).  Losses  on  wheat,  corn,  and  grain  sorghum 
farms  were  the  primary  factors  contributing  to  lower  earnings  dur- 
ing 1977.  These  losses  offset  more  favorable  returns  from  soy- 
beans,   other    beans,    and   pea  crops. 
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Table  10~Value  of  production,  cost  of  product  ion,  and  return  to  land 
by  selected  crops,  191^-11 


Item 

:  1974 

:  1975 

:  1976 

:  1977 

Wheat 

Dollars 

Value  of  production/acre 
Cost /acre 
Net  to  land 

:  102.84 
:  55.19 
:  47.65 

101. 20 
68.58 
32.  63 

77.  32 
68.36 
8.  96 

62.02 
68.83 
_1/-6.81 

Corn 

Value  of  produc-tion/acre 

Cost/acre 

Net  to  land 

:  216.07 
:  117.06 
:  99.01 

132.62 
80.  30 

206 . / 6 
143.17 
63.  59 

182. 78 
146.35 
36.43 

Sorghum 

Value  of  production/acre 

Cost/acre 

Net  to  land 

125.58 
71.86 
53.72 

1 1 J  .  3  O 

89.52 

26.  06 

lUl . / 0 

92.  83 
8.  37 

98.  22 
97.37 
.85 

Soybeans 

Value  of  production/acre 
Cost /acre 
Net  to  land 

150.81 
65.75 
85.06 

139. 52 
84.15 
55.37 

168.98 
87.51 
81.47 

196.42 
97.17 
100.40 

Cotton 

Value  of  production/acre  '• 
Cost/acre  '• 
Net  to  land  '• 

217.91 
190.57 
27.34 

246.24 
217.67 
28.57 

323.08 
245.28 
77.80 

273.77 
258.90 
14.87 

\l  Excludes  deficiency  pa3rmentT 


Table  11 — Debt  load  supportable  by  land  earnings  per  acre  if  earnings  in  the 
year  specified  are  expected  to  continue  for  25  years  \J 


Commodity 

1974 

:     1975  : 

1976 

:  1977 

Wheat 

468 

Dollars 
321 

88 

11  0 

Corn 

973 

.  789 

625 

358 

Sorghum 

528 

256 

82 

0 

Soybeans 

836 

543 

800 

986 

Cotton 

268 

281 

764 

146 

Assumes  a  25-year  mortgage  at  9  percent 
2/  Excluding  deficiency  payments. 

interest 

amortized  over 

the 

loan  period. 
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Prospects  of  stronger  demand  for  grains  and  a  number  of  specific 
ac t ions--includ ing  recent  changes  in  the  grain  reserve  program, 
feed  grain  and  cotton  diversion  provisions,  and  the  increase  in 
wheat  target  p r ic e -- s ho ul d ,  as  was  noted  earlier,  improve  the  in- 
come and  cash  flow  positions  for  producers  of  these  crops.  The 
extent  of  expected  improvement  is  illustrated  below  with  budgets 
of    selected    typical  farms. 


Selected   ESCS   Typical   Farm  Budgets 

Data    for    selected    typical    farms    further    support   observations  that 
some    types   of    farms   were   earning    favorable   returns   while  others 
were    incurring   losses   in   1975,    1976,    and   1977.      The   following  dis- 
cussions  of    typical   farms   emphasize   grain  production. 


Comparative   budgets    for    a    typical   northwest   Arkansas    rice   and  soy- 
bean  farm   of   850   acres    indicate    that    it   experienced  higher  returns 
over   variable   cost    in   1977,    as   compared   to   1976,    and    the   rate  of 
return   to    current  value   of   equity   in   that   operation  was   up  from 
5.2    to    14.1    percent    (table    13).      Conditions   are   expected    to  remain 
favorable   in  1978. 


Comparative  budgets   for   a   typical    3,040-acre  Montana  wheat  farm 
indicate   that   returns   fell    sharply   from   1975    to   1976,    and  dropped 
further   in   1977    (table   14).      Given   the   better   price   prospects  and 
barring   adverse  weather,    improvement   should   be   substantial  in 
1978.      Returns    to   equity   capital  were   22.4   percent    in   1975,  7.1 
percent    in   1976,    and    2.7   percent    in   1977.      Recovery   of   just   over  7 
percent    is   expected   in   1978,    reflecting   an   increase   in   return  to 
equity   of   173   percent   and   an   increase    in    the   level   of   asset  equity 
of    3.4   percent   over  1977. 


Comparative   budgets    for   a    southwest   Oklahoma    cotton,    wheat,  and 
beef    farm    indicate    that    returns   have   been   continuously    low  during 
1975-77   (table  15).    The   dollar   level   of   net   return   to    equity  is 
forecast    to   approach   $8,000   in   1978,    nearly^double    that   of  1977. 
But    the   rate   of    return    to    equity   is    expected    to   remain   just  under 
3   percent    because   of    large   increases    in   asset   values.  Conditions 
have   been   similar,    and   possibly   even  more   depressed,    on   a  Texas 
High  Plains    cotton   and    sorghum    farm    (table    16).      The   rate   of  re- 
turn  to    equity   capital    for    1978    is   projected    to   be    0.3   percent,  an 
improvement    from   -3   percent    in   1977.      However,    equity    in  assets 
rose   about    16    percent    from   January   1,    1977    to    January    1,  1978. 

On   a   400-acre    east   central    Illinois    corn   and    soybean    farm,  the 
debt    to    equity   lev,el    for    1  9  7  7   was   well    below   those    for    1  9  75  and 
1976    (table   17).      Asset   values    in   1977    rose   more    sharply  than 
debts   and,    combined   with   a    substantially   lower   net    cash  income, 
dropped    the   net    return   to    eauity    from   15.5   percent    in   1976    to  5.8 
percent    in   1977.      Income    is   expected    to   make   a   substantial  recov- 
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ery    in   1978,    and    the   return    to    equity   ratio    should    again   exceed  6 
percent . 

Conditions  on  a  typical  900-acre  Mississippi  Delta  cotton  farm  did 
not  reflect  prosperity  in  1975  and  1976,  and  they  worsened  in  1977 
(table  18).  In  1975  and  1976,  net  returns  largely  covered  the  la- 
bor and  management  charges  of  the  operator's  family  and  yielded 
net  returns  to  equity  of  0.2  and  0.4  percent,  respectively.  Prin- 
cipal   payments    on    debt    took   nearly   half    the    net    cash    income.  In 

1977,  the  net  return  to  equity  dropped  to  -4.5  percent  and  indicat- 
ed   debt    principal    payment   was    larger    than   net    cash    income.  For 

1978,  net    cash   income    is    expected    to    be    about    4    times    what    it  was 
in   1977.      However,    a    15-percent    rise    in    the    value    of    asset  equity 
is    forecast    to    limit    the   rate   of    return    to    equity    to    just    over  3 
percent.      The    dollar    level    of    net    return    to    equity    for    1978    is  ex- 
pected   to    approach   $15,000,    roughly   a   $32,000    turnaround  from 

19  7  7  . 


Comparative   budgets    for    a  ty 

pic 

al  Calif 

o  r  n  ia 

rice 

,    wh  e 

at,  a 

nd 

grain   sorghum   farm  reflected 

the 

highes  t 

debt- 

t  o  -  e 

q  u  i  t  y 

rati 

OS  b 

u 

t 

still   appeared   more  prospero 

u  s 

than  the 

other 

t  y  p 

i  c  a  1 

farms 

r  e  - 

viewed    (table    19) .      The  net 

ret 

urn   to  e 

qu  i  t  y 

was 

16    p  e 

r  c  en  t 

i  n 

1976.      By    comparison,    it  was 

26 

.2    in  19 

75  and 

32  . 

6  per 

cent 

i  n 

1977.      Financial  conditions 

sho 

u  1  d    c  0  n  t 

inue  t 

0  be 

good 

for 

such 

farms    in  1978. 

In    summary,    financial  condit 

ion 

s    on    s  el 

e  c  t  e  d 

ESCS 

t  y  p  i 

cal  f 

arms 

with   some    emphasis    on  grain 

pro 

du  c  t  ion 

are  ex 

p  e  c  t 

ed    e  i 

t  her 

to  r 

e 

main   good    in    1978    or,  among 

the 

more    s  t 

r  e  s  s  e  d 

one 

s  ,  to 

imp  r 

o  V  e 

substantially    from   what  they 

we 

re    in  19 

77  .  I 

mp  r  o 

vem  e  n 

t  is 

ex  p  e 

c 

t 

ed    especially    in    terms    of  ca 

sh 

f  1  o  V/ ,    w  h 

i c  h  is 

s  o 

imp  o  r 

t  an  t 

in  c 

o 

P 

ing   with    debt    principal  repayment. 


CONCLUS ION 

The    events    of    1972-74    introduced    a    series    of    changing  financial 
situations,    each    bearing    unevenly    across    various    segments    of  the 
U.S.    farm    economy.      Some    farmers,    including   beginning    farmers  and 
those   who    invested    heavily    in    land   and    new    equipment,    had  degener- 
ating   cash    flow   positions    due    to    price    declines,    rising  production 
expenses,    drought,    and    the    erosion   of    income    from    inflation.  De- 
teriorated   cash    flow   positions    led    to    some    credit    problems    by  late 
1977,    these    credit    problems    threatened    to   become    serious,  particu- 
larly   in   cash   grain   producing   areas.      Still,    many    farmers  were 
able    to    refinance    short-term   debt    using   rising   real    estate  values 
as  security. 

Cash    flow  positions   were   helped    substantially   by   a  series 
cent    Government    program   actions    and   by    strong    foreign  and 
demands    for    farm    products.      Cash    flow   positions  improved 
the    first    half    of    1978,    and    the    improvements    should    be  su 
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through    the    last   half   of    the   year   and    into    1979.      Net    farm  income, 
before    inventory    change    adjustment,    is   pexpected    to    approach  $26 
billion    in    1978.      Generally,    farmers    seem   to   be    in   a   good  equity 
position,    particularly    established    farmers   who    have    benefited  from 
rising    real    estate   values.      Although    some    farmers    in  important 
farming   areas    of    the   Nation   remain   vulnerable   to    further  financial 
setbacks,    the   overall    financial   health   of    the    industry  appears 
sound . 
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